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SUWARY G- A G ACTIM TI ES

AUDI TS

The primary objectives of the Ofice of the Inspector General
(AQG are to help pronote long-termefficiency and effectiveness in
the admnistration and operati on of the Comm ssion and to protect
agai nst fraud and abuse. This reporting period's AG audit
activities which are listed below refl ect these objectives.

Qurrent Audits

The following are the audits bei ng conducted during the current
reporting period and continuing into the next reporting period. (For
addi tional details, see the section on current audits begi nning on
page 16.)

Revi ew of Enforcenent Information Requirenents. The
objectives of this review are to determne what the information
needs of all levels in the Dvision of Enforcenment are, whether
the informati on needs are being net, and if the required
information can be created, stored, and retrieved in a nore
effective and efficient manner. (For additional details, see
the section on current audits on page 17.)

Audit of Conpliance with the Federal Managers’ Financi al
Integrity Act. In support of OB Grcular A 123 (Revised), the
| nspector General w |l evaluate, provide technical assistance,
and advi se the agency head as to whet her the agency’s review and
eval uati on process was conducted in accordance with the
circular’s requirenents. (For additional details, see the
section on current audits on page 18.)

| nprest Funds. The A Gwll conduct final audits of the
Chi cago and Kansas Gty inprest funds. (For additional details,
see the section on current audits on page 18.)

Conpl eted Audits

The follow ng are the audits conpleted during this reporting
period. (For additional details, see the section on conpleted audits
on page 6.)

Audit of Inprest Fund -- Kansas Gty. The A G determ ned that
all funds were properly accounted for, the amount of the fund
was not in excess of cash requirenents, the cashier was
generally followi ng procedures that adequately protect the funds




fromloss or msuse, and the cashier was not maki ng unaut hori zed
use of the fund. (For additional details, see the section on
conpl eted audits on page 6.)

Audit of Inprest Fund -- Chicago. The A G determned that al
funds were properly accounted for, the anmount of the fund was
not in excess of cash requirenents, the cashier was generally
foll owi ng procedures that adequately protect the funds froml oss
or msuse, and the cashier was not maki ng unaut hori zed use of
the fund. (For additional details, see the section on conpleted
audits on page 7.)

Final Audit of Inprest Fund -- New York. The Q G determ ned
that all funds were properly accounted for, the cashier followed
procedures that adequately protected the funds froml oss or

m suse, and the cashier did not make unaut horized use of the
fund. The fund was properly liquidated on June 17, 1997. (For
additional details, see the section on conpleted audits on page
8.)

Cash Verification of Inprest Fund — Washington, D.C.  The QG
found that all funds were accounted for. (For additional
details, see the section on conpleted audits on pageS8.)

Use of Comm ssion Vehicles. The review disclosed that the
vehicl es were used to pick up and deliver supplies and transport
Comm ssi on personnel. However, because several records were
either mssing or inconplete, QG was unable to determne

whet her any m suse of the vehicles took place.

(For additional details, see the section on conpleted audits on
page 9.)

| NVESTI GATI ONS

The I nspector Ceneral Act of 1978, as anended, provides that the
| nspector General may receive and investigate conplaints or
information fromthe Comm ssion's enpl oyees concerning the possible
exi stence of an activity constituting a violation of law, rules or
regul ati ons, or m smanagenent, abuse of authority, or gross waste of
funds, or a substantial and specific danger to the public health and
safety.

No investigations were pending as of the begi nning of the
reporting period. The O G opened one investigation during the
reporting period and conpl eted one investigations. No investigations
remai ned open at the end of the period. (For nore detailed
descriptions of these investigations, see the section on
i nvesti gati ons begi nning on page 9.)



LEG SLATI VE AND REGULATORY REVI EWS

The A G reviews proposed and final CFTC regul ati ons and
| egi sl ati on and sel ected exchange rules using the foll ow ng basic
criteria: Wiether the agency: (1) has identified specifically the
probl en(s) to be addressed by the proposal; (2) has defined through
case study or data analysis a clear |link between the proposed
solution and the identified problen(s); (3) has specified clearly the
nmeans to effectively and efficiently enforce the proposal; (4) has
assessed the likely efficiency and effectiveness of alternative
solutions; (5) can reasonably docunent that the proposal wll yield
positive net benefits over the long term and (6) has net the
requirenents of the Regulatory Flexibility Act and the Paperwork
Reduction Act.

The Regulatory Flexibility Act requires the agency to eval uate
the inpact of its regulations on small entities. The Paperwork
Reduction Act requires the agency to manage effectively and
efficiently its information collections so that they are the | east
bur densone necessary to achieve the stipul ated objectives. (For nore
detail ed descriptions of these reviews, see the section on
| egi slative and regul atory revi ews begi nning on page 11.)

Regul ations reviewed during this period include:
©) Proposal to Permt Agricultural Trade Qoptions, and the

©) Proposed Rul e Arendnents Relating to R sk D scl osure
Docunent s.

A GRESPONS BILITIHES

The Ofice of the Inspector General in the Commodity Futures
Tradi ng Conmm ssion (CFTC) was created in accordance with the
| nspector General Act of 1978 (P.L. 95-452), as anended by the
| nspector General Act Anmendnents of 1988 (P.L. 100-504). The A G was
establ i shed to create an independent unit to:

Q Pronot e econony, efficiency, and effectiveness in the
admni stration of CFTC prograns and operations and to
detect and prevent fraud and abuse in such prograns and
oper ati ons;

©) Conduct and supervi se audits and, where necessary,
investigations relating to the admnistrati on of CGFTC
prograns and operati ons;




Q Revi ew exi sting and proposed | egislation and regul ati ons
and nake recommendati ons concerning their inpact on the
econony and efficiency of CFTC prograns and operations or
the prevention and detection of fraud and abuse; and

Q Keep the Chairman and Congress fully informed about any
probl ens or deficiencies in the admnistration of CFTC
prograns and operations and provide recomrendati ons for
correction of these problens or deficiencies.

dven that the CFTC does not have extensive contracts or grant
making authority, the QAGs efforts have been focused on the review
of legislative and regul atory proposals and the nonitoring of
internal CFTC operati ons.

A G RESOJRCES

The A G consists of the Inspector General, two professiona
staff nenbers, and a secretary. The present |nspector General
assumed his position on Cctober 7, 1990.

The A G on Decenber 4, 1989, signed a Menorandum of
Understanding with the Gfice of General Counsel (OX). This
Menorandum details the procedures that will be used to provide the
AQGwth OX |l egal services. An OC staff nenber has been assigned
to provide such services to the O G on an as-needed basi s.

CFTC PROGRANS AND CPERATI ONS

The CFTC was established in 1974 as an i ndependent agency to
regul ate commodity futures and options trading in the United States.
The CFTC i s headquartered in Washington, D.C, wth additional
of fices in Chicago, New York, Kansas Gty, Los Angeles, and
M nneapol i s.

The basic objectives of the CFTC are to prevent nanipul ati on of
the markets, abusive trade practices, and fraudulent activities; to
mai ntain effective oversight of the markets and sel f-regul atory
organi zations; and to enforce the Commodity Exchange Act and
Comm ssion rul es wi thout hindering the futures markets' provision of
price discovery and risk shifting services. The CFTC regul ates the
futures activities of brokerage firns, sal espersons, floor brokers,
floor traders, commodity pool operators, comodity tradi ng advisors,
i ntroduci ng brokers, and | everage transacti on nerchants. 1In




addition, the agency ensures the effective enforcenent of exchange
rules, reviews the terns and conditions of proposed futures contracts
and the registration of firnms and individual s who provide advice or
handl e custoner funds, and oversees the activities of the National

Fut ures Associ ati on.

GOMPLETED WRK

AUDI TS

The A Gis required to conduct, supervise and coordinate audits
of CFTC prograns and operations and to ensure that the audits are
conducted in accordance with generally accepted governnent auditing
standards. The A Gis also required to recommend changes to existing
and proposed CFTC prograns and operations to pronote econony,
efficiency, and effectiveness and to prevent and detect fraud and
abuse.

The purpose of these audits is to ensure that:

©) Funds have been expended in a manner consistent with
related | aws, regul ations, and policies;

Q Resour ces have been managed effectively and efficiently;
Q Stipul at ed program obj ectives have been achi eved; and

©) Resour ces have been saf eguar ded.

The followi ng audit reports have been issued during the
reporting period.

1. Audit of Inprest Fund -- Kansas Aty.
oj ecti ves.

The purpose of the audit is to determne whether the
inprest fund is being admnistered in conpliance with the
Department of the Treasury Manual of Procedures and Instructions for
Cashiers (Treasury Manual ), the Treasury Financial Manua
(I TFM 4-3000), and CFTC Instruction 344-1. The audit is designed to
ensure that all funds are properly accounted for, the anmount of the
fund is not in excess of cash requirenents, the cashier is follow ng
procedures that adequately protect the funds fromloss or msuse, and
the cashier is not maki ng unaut horized use of the funds. The audit
covered the period fromApril 24, 1996 through April 28, 1997.




Resul t s.

A report issued on June 11, 1997 disclosed that all funds were
properly accounted for, the anount of the fund was not in excess of
cash requirenments, the cashier was follow ng procedures that
adequately protect the funds fromloss or msuse, and the cashier was
not maki ng unaut hori zed use of the fund. Use of the fund was
di scontinued effective February 3, 1997. Consequently no
recomrendat i ons were nade.

2. Audit of Inprest Fund -- Chicago.
oj ecti ves.

The purpose of the audit is to determ ne whether the
inmprest fund is being admnistered in conpliance with the
Department of the Treasury Manual of Procedures and Instructions for
Cashiers (Treasury Manual ), the Treasury Financial Manua
(I TFM 4-3000), and CFTC Instruction 344-1. The audit is designed to
ensure that all funds are properly accounted for, the anmount of the
fund is not in excess of cash requirenments, the cashier is follow ng
procedures that adequately protect the funds fromloss or msuse, and
the cashier is not maki ng unaut horized use of the funds. The audit
covered the period fromApril 30, 1996 through April 30, 1997.

Resul t s.

A report issued on June 30, 1997 disclosed that all funds were
properly accounted for, the anount of the fund was not in excess of
cash requirenments, the cashier was follow ng procedures that
adequately protect the funds fromloss or msuse, and the cashier was
not maki ng unaut hori zed use of the fund. Use of the fund was
di scontinued effective June 2, 1997. Consequently no recomrendati ons
wer e nade.

3. Final Audit of Inprest Fund -- New York.

oj ecti ves.

The purpose of the audit was to determ ne whether the
inmprest fund was |iquidated in conpliance with the
Department of the Treasury Manual of Procedures and Instructions for
Cashiers (Treasury Manual ), and the Treasury Fi nancial Manua
(I TFM 4-3000). The audit was designed to ensure that all funds were
properly accounted for, the cashier followed procedures that
adequately protected the funds fromloss or msuse, and the cashier
di d not make unaut horized use of the funds during the period that the
inprest fund was in operation. The audit covered the period from
June 5, 1996 through June 17, 1997.

Resul t s.



A report issued on July 18, 1997 disclosed that all funds were
properly accounted for, the cashier followed procedures that
adequately protected the funds fromloss or msuse, and the cashier
did not make unaut horized use of the fund. O June 17, 1997, the
fund was |iquidated and the total amount was deposited to CFTC s
account at the U. S Treasury.

4. Cash Verification of Inprest Fund — Véshington, D C
(bj ecti ves.

I n accordance with the “Manual of Procedures and | nstructions
for Cashiers” distributed by the Departnment of the Treasury, the
Comm ssion is required to conduct an unannounced verification of the
cash bal ance in each inprest fund at |east once each quarter.

Resul t s.

No deficiencies were noted in the May 13, 1997 cash verification
of the Washington, D C inprest fund.

5. Use of Comm ssi on Vehicl es
oj ecti ves.

The purpose of this reviewwas to determ ne whether the CFTC s
Governnent | eased notor vehicles were being used for official
pur poses only. The period covered by the review was from August 26,
1996, through July 7, 1997.

Resul t s.

A report issued on August 22, 1997 disclosed that the vehicles
were used to pick up and deliver supplies and transport Comm ssion
personnel . However, because several records were either mssing or
i nconpl ete, A G was unabl e to determ ne whet her
Any msuse of the vehicles took place. QG recommended a nunber of
changes in procedures in order to assure that a conplete record of
vehi cl e usage i s mai ntai ned.

| NVESTI GATI ONS

The I nspector Ceneral Act of 1978, as anended, provides that the
| nspector General may receive and investigate conplaints or
information fromthe Comm ssion's enpl oyees concerning the possible
exi stence of an activity constituting a violation of law, rules or



regul ati ons, or m snmanagenent, abuse of authority, or gross waste of
funds, or a substantial and specific danger to the public health and
safety.

There were no investigations pending as of the beginning of the
reporting period. The QO G opened and cl osed one investigation during
the reporting period. No investigations renmai ned open at the end of
t he peri od.

An anonynous | etter alleging abuse of governnent tine and
t el ephone privil eges by an enpl oyee of the Comm ssion was referred to
the A G by the Chairperson. The subsequent A G review of the
pertinent tel ephone records disclosed a limted nunber of calls which
could be personal. This nmatter was di scussed with the enpl oyee who
admtted the personal nature of those calls, acknow edged the
violation of governnent rules, and agreed to cease maki ng such calls.
The A G determned that the nunber and length of the calls and the
m ni mal expense i nvol ved was not sufficient to require further
action. Accordingly, this investigation was cl osed.

In response to an e-nmail conplaint by an enpl oyee that the CFTC
process for dealing with requests for reasonabl e accommodation for
di sabl ed enpl oyees was not being properly followed in her case, the
QA G obtai ned rel evant docunentati on of the agency's dealings with the
conplaint. An analysis of this docunmentation indicated that the
agency was followi ng the prescribed course of action specified inits
internal instruction. The A Ginforned the enployee that, in
personnel matters, where there is a reasonabl e, functioning agency
process established to deal with particular types of natters and
there is no indication that the process is not being followed, the
QG as a matter of policy, does not interfere with the process. The
A Ginformed the enpl oyee that our information was that there was a
process in place and that the agency was foll ow ng the requirenents
of the process to deal with her request. |In the absence of
information indicating a failure to follow the prescri bed process,
the AGclosed this investigation.

An enpl oyee of the Comm ssion informed us that a former CFTC
enpl oyee clainmed that a current CFTC enpl oyee had sent hima | end
graphic via e-mail. This forner enpl oyee had not provided any
evi dence to support his allegation. The AQGwote an e-nail to the
former enpl oyee asking himto help us to verify his claimby sending
a copy of the offending e-nmail to our office. In reply, the forner
enpl oyee repeated his unsubstanti ated charge, did not supply the
requested copy of the e-mail which led himto believe that a CFTC
enpl oyee sent the offending graphic to him and requested that the
matter be dropped. |In the absence of nore conplete information to be
supplied by the former enployee, the A G cl osed the investigation.



LEG SLATI VE AND REGULATORY REVI EWS

As specified in Section 4(a)(2) of the Inspector General Act of
1978, the A Greviews the inpact of existing and proposed | egislation
and regul ati ons on CFTC prograns and operations and nakes
recomrendati ons regarding nore effective or efficient alternatives or
protections agai nst fraud and abuse. The A G al so revi ews exchange
rul e proposal s and changes.

The A G has notified the responsible D vision as to any concerns
with draft and final documents for the legislation, rules or
investigations |listed below Fornal comrents were not filed with the
Comm ssion. A summary of the principal |egislation, regulations and
investigations reviewed and the QGreviewresults fol | ows.

RULE REVIEWS INITIATED IN PREVIOUS REPORTING PERIODS

1. Proposed amendnents to allow certain custoner orders to be pl aced
W t hout specified custoner account identification. (CFTC Rule
1.35(a-1)).

Summary of Rul e.

The CFTC proposed anendnents to Regulation 1.35 that woul d
permt orders submtted on behalf of multiple custoner accounts not
to have individual identifying account nunbers if the person placing
the orders has investnent discretion as to each account and the
executing FCM has a single series designation for all the accounts.
The designation has to contain a predetermned order allocation
applicable to all listed individual accounts.

The anendnents woul d al so permt specified institutional
accounts for certain futures and options orders to be exenpt fromthe
account identification requirenent if executed as part of an
intermarket strategy involving securities. Such orders would have to
be allocated no |ater than the deadline for final submssion of trade
data to clearing on the day the order is executed.

A G Revi ew.

QA G commented on various sections of the rule and its
acconpanyi ng expl anation. The comments focused on the coverage of
the institutional accounts and the reach of disqualifying interest in
the specified accounts. Staff drafted a proposed notice of
interpretation and approval order interpreting regulation 1.35(a-
1)(2)(i) account identification requirenments as they pertain to
bunched orders and approving an NFA interpretive notice.

2. Exenption fromDual Trading Prohibition (G-TC Rul e 155.5(d))



Summary of Rul e.

Several exchanges submtted petitions for exenptions for various
contracts fromthe dual trading prohibitions in Conmssion Regul ation
155.5. The prohibition prevents a broker fromtrading for his own
account and ot her specified accounts during the sane tradi ng session
in which he has executed custoners orders in an affected contract
mar ket .

A G Revi ew.

A G discussed the issue with relevant staff and made comrents
and rai sed questions. The Comm ssion has approved unconditi onal
exenptions for the COVEX Division of the New York Mercantile
Exchange, the New York Cotton Exchange, and the Cof fee Sugar & Cocoa
Exchange. The Commssion is currently considering exenptions for the
Chi cago Board of Trade and the Chicago Mercantil e Exchange.
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RULE REVI EWS | N TI ATED TH S REPCRTI NG PER CD

1. Proposal to Permt Agricultural Trade Options

Summary of Action.

The CFTC staff prepared a paper discussing various alternatives
relating to agricultural trade options. CQurrently the tradi ng of
such options is prohibited except when executed on desi gnat ed
contract markets.

A G Revi ew.

The A G rai sed questions about certain characterizations of
political stability of foreign countries. The office al so asked
about the nmeani ng of naned market practices. Staff responded in a
positive way to such questi ons.

2. Proposed Rul enaking Relating to Rules 1.55, 1.65(a)(3), 30.6(a), and
33.7(a)

Summary of Action.

The proposed rul e anendnents woul d relieve futures comm ssion
mer chants and i ntroducing brokers from providing risk disclosure
docunents to categories of financially accredited custoners before
openi ng an account for such custoners.

A G Revi ew.

A Graised issues about the interplay of the risk disclosure
docunments and the general obligation to provide nmaterial information.

3. Description of the Gfice of the Inspector General s

Summary of Action

A task force prepared a draft describing an I nspector General’s
G fice for use by Congressional staff.

A G Revi ew

A G noted an inaccuracy in the description of 1G offices created
by the 1988 anendnents to the Inspector General Act. The requested
changes were nade.

4. Audit Trail Review
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Summary of Action

Staff reviewed the audit trails of several exchanges seeking
exenption fromthe ban on dual trading.

A G Revi ew

A G nade suggestions and rai sed questions with staff concerning
its analysis. The Ofice referred staff to an QG audit report of
floor surveillance by CFTC staff for potential relevance. Staff took
account of the report.

AD T REPCRTS O/ER S X MONTHS A.D

CORRECTI VE ACTI ON NOT' COVPLETED

There were no instances of audit reports over six nonths old
where corrective action had not been conpl et ed.

CORRECTI VE ACTI ON COVPLETED

There were no instances of reports issued before the
comrencenent of the reporting period for which corrective action had
been conpl eted by the end of the reporting period.

MANAGEMENT DECI SI ON NOT MADE

There were no instances of reports issued before the
commencenent of the reporting period for which a nmanagenent deci sion
had not been nmade by the end of the reporting period.

SUMARY GF MATTERS REFERRED TO PRCBEQUTT VE
AUTHCR Tl ES

No matters were referred to prosecutive authorities during the
reporting period.

12




SUMARY (F EACH REPCRT MADE TO THE ACENCY HEAD

No reports were nmade to the agency head under section 6(b)(2)
concerning informati on or assistance unreasonably refused or not
provi ded.

REVI SED NANACEMENT DEQ ST ONS

~ No managenent deci sions were revised during the reporting
peri od.
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| NSPECTCOR (ENERAL O SAGREEMENT

The | nspector CGeneral does not disagree with any managenent
deci sions on A G reconmendat i ons.

ARRENT AD TS

The audit agenda and priorities for the QG are determ ned based
on the follow ng factors:

©) Statutory and regul atory requirenents;

Q Adequacy of internal control systens as indicated by
vul nerability assessnents and internal control reviews
recomrended by OvB G rcul ar A-123;

Q Changes in the programconditions or particular
vul nerability of the organization, program activity, or
function to problens or deficiencies;

Q Qurrent and potential dollar magnitude and |ikely benefits
of a reviewon the efficiency or effectiveness of CFTC
prograns and operati ons;

Q Managenment priorities and inprovenents that nay be
possi bl g;

Q Results of audits of CFTC prograns and operations by ot her
Federal agencies; and

Q Availability of audit resources and the potenti al
opportunity costs to the agency.

The audit agenda and summary of progress for each audit which
has not yet been conpleted is sumrari zed bel ow. New agenda itens
periodically will be added, as appropriate, along with a description
of the audit objective for each.

1. Revi ew of Enforcenent |Infornation Requirenents
(bj ecti ves.

The mssion of the Dvision of Enforcenent is to investigate and
prosecute fairly and effectively violations of the Conmodity Exchange
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Act and the Comm ssion's regulations in order to safeguard the
integrity of US. futures and options nmarkets and to protect narket
participants and futures and options custoners. In the course of its
activities, the division, with headquarters and regi onal conponents,
pl ans and foll ows an often conpl ex course to achieve its objectives
and receives and creates a huge vol unme of docurments whi ch nust be
logically stored and regul arly accessed. To support the
acconpl i shnent of these tasks, the divisionis relying on a
collection of very old nmanual and automated systens to track the
progress of activities and to store and retrieve docunents. The
objectives of this review are to determne what the informati on needs
of all levels in the division are, whether the infornati on needs are
being net, and if the required information can be created, stored,
and retrieved in a nore effective and efficient nmanner.

St at us.

The joint A d Enforcenent team produced extensive and detail ed
narrative flow charts of the current operational and admnistrative
functions and processes of the D vision of Enforcenent and delivered
themto the Dvision of Enforcenent and the Gfice of Infornmation
Resources Managenment (O RV). These products were designed to inform
the anal ysts of QRMof the inner workings of the D vision of
Enf orcenent and to serve as the base on which the infornation
requi renents of the D vision of Enforcement will be defined.

In Septenber 1997, in a joint neeting of representatives of the
D vision of Enforcenent, the Ofice of the Inspector CGeneral, and the
Gfice of Information Resources Managenent (A RV), the principals
made coomtnents of six staff years of effort fromdRM and
approximately three staff years of effort from Enforcenent to define
the systemrequirenments of Enforcenment. The agreed-upon plan calls
for the devel opment and inplenentation of a core system enbracing the
nost vital functions of the Division of Enforcenment and the
progressi ve devel opnment and inpl enentation over tinme of nodul ar
additions to the core systemuntil all of the autonation needs of the
D vision are net.

The devel opnent effort is expected to get underway in the mddle
of Novenber 1997 with projected delivery of the first efforts at a
core systemwi thin six nonths.

2. Audit of Conpliance wth the Federal Managers' Fi nancial Integrity
Act

oj ecti ves.

I n support of OMB Grcular A 123 (Revised), the |nspector
General will evaluate, provide technical assistance, and advise the
agency head as to whether the agency's review and eval uati on process
was conducted in accordance with the circular's requirenents.
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St at us.

The QA Greviewed all of the draft subm ssions of the various
organi zational entities assigned to produce internal control reviews
by the CFTC Internal Control Commttee. After a nunber of
iterations, this reviewresulted in refocusing of sone subm ssions
and technical corrections of others. The AGw Il reviewall of the
final subm ssions and advise the Chairperson of the results of its
reviewin its annual assurance letters.

3. | nprest Funds
oj ecti ves.

The AGw Il review expenditures fromfour CFTC i nprest funds to
determne conpliance with the Departnment of the Treasury Manual of
Procedures and Instructions for Cashiers. Specifically, the audits
are designed to verify that all funds were properly accounted for;
the cashier followed procedures that adequately protected the funds
fromloss or msuse; the cashier did not nake unaut horized use of the
funds, and appropriate closing procedures were followed. Al four
i nprest funds have been cl osed. The funds were naintained in
Washington, D.C.; Chicago, Illinois; Los Angeles, California;, and
Kansas Gty, Mssouri.

St at us.

The A G has schedul ed final audits of the Los Angel es,
California, and Washington, D.C inprest funds for the first half of
the fiscal year.

GAO LI Al SON

The A Gis charged with providing policy direction for, and
conducting, supervising, and coordinating audits and investigations
relating to CFTC prograns and operations. In addition, the AGis
required to recommend policies for, and conduct, supervise, and
coordinate with other Federal agencies, state and | ocal Governnental
agenci es, and nongovernmental entities, audits, investigations, and
eval uations regardi ng the econony, efficiency, and effectiveness of
CFTC prograns and operati ons.

GAO al so conducts audits of CFTC activities, and AGoplans its
audits so as not to duplicate GAO s efforts. Mreover, AGinits
audit activities identifies the goals of each audit and the net hods
of reaching the goals so as to mnimze the requirenents placed on
CFTC resour ces.
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STRATEA C PLAN
FCOR THE
CHH CGE Gk THE | NSPECTCR (GENERAL

| NTRCDUCTI ON

The Ofice of the Inspector General (A G in the Commodity
Futures Tradi ng Conm ssion (CFTC) was created in accordance with the
| nspector General Act of 1978 (P.L. 95-452), as anended by the
| nspector General Act Anmendnents of 1988 (P.L. 100-504). The A G was
established to create an i ndependent unit to:

Q Pronot e econony, efficiency, and effectiveness in the
admni stration of CFTC prograns and operations and to
detect and prevent fraud and abuse in such prograns and
oper ati ons;

Q Conduct and supervise audits and investigations relating
to the admnistration of CFTC prograns and operati ons;

Q Revi ew exi sting and proposed | egislation and regul ati ons
and to nmake recommendati ons concerning their inpact on the
econony and efficiency of CFTC prograns and operations or
the prevention and detection of fraud and abuse; and

Q Keep the Chairman and Congress fully informed about any
probl ens or deficiencies in the admnistration of CFTC
prograns and operations and provide recomrendations for
correction of these problens or deficiencies.

Accordingly, the A G has established three prograns to carry out

its responsibilities: audit, investigation, and |egislative and
regul atory review A sumary of those prograns foll ows.
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ADT

The primary objectives of the QGare to pronote |ong-term
efficiency and effectiveness in the admnistrati on and operation of
the Comm ssion and to protect against fraud and abuse.

The key to effectively and efficiently nmanagi ng the Commodity
Futures Trading Conmssion is information. Top |evel nmanagers and
deci sion nmakers require a steady streamof organi zed data on the
effects of their policy decisions and resource allocations on the
operations of the Comm ssion. Once having nade the decision to
change resource | evels or policy, managers nust recei ve accurate and
tinely reports of the operational effects of their decision so they
can determne if the change is in the direction and of the nagnitude
predicted. In the absence of such information, top | evel nmanagers
cannot adequately performtheir jobs.

A nunber of obstacles to acquiring and transmtting the desired
information to decision nmakers may exi st in some prograns. Principal
anong themis the Comm ssion's apparent difficulty in many instances
in tracking the progress of a particular action across organi zational
[ines within the GComm ssion.

A sinple exanple is the Reparations Programprior to the
installation of an QG recomrended uni fied, GComm ssi on-w de tracking
system Conplaints are received and processed and hearings are held
inthe Ofice of Proceedings; appeals of initial decisions in
reparations cases are transmtted to the Ofice of General Counsel
wher e proposed Comm ssion opinions are drafted; and appeal s are
deci ded by the Comm ssion with the paperwork being handl ed by the
COfice of the Secretariat. Each office involved in the process had a
separate tracking systemw thout ties to the tracking systens in the
offices preceding themor followng themin the process. Each office
treated the case as if it were brand new to the Conm ssi on when they
received it. As aresult, there was no provision for tracking
information across organi zational lines. |[|f the Chairman wanted to
know how nmuch tine was spent on the average reparations case of a
particul ar description at each stage in the process, that infornation
was unavai | abl e wi t hout an extensive expendi ture of nanual | abor.

Arelated problemis the difficulty the Comm ssion has in
associ ating resources devoted to an activity with the results of that
activity. The Comm ssion does a good job of tracking resources
expended. It can determne how nmuch staff time and naterial at what
cost was spent in a particular activity. Some Comm ssion
organi zati ons can even associate costs with particul ar projects.

What a program nmanager nmay have great difficulty doing, however, is
telling a decision maker that for a specific |level of increase in
resources, the program manager will deliver a specific |evel of
increased output. Wthout this information fromall prograns
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conpeting for limted resources, decision nmakers cannot nake reasoned
resource allocation judgments. Decision nmakers are forced to rely on
intuition and anecdot al evi dence.

To increase the efficiency and the effectiveness of the
managenent of CFTC prograns and operations, the AGwll, in addition
to the conduct of mandatory audits, concentrate its audit resources
on the identification of information voids and the |ack of continuity
inthe flowof informati on across organi zational lines fromthe
begi nning of a process until its conclusion. The AGw Il recomrend
the inplenmentation of any systeminprovenents where the benefits of
i npl enenti ng the changes exceed the costs.

| NVESTI GATI CN

The I nspector Ceneral Act of 1978, as anended, provides that the
| nspector General may receive and investigate conplaints or
information fromthe Comm ssion's enpl oyees concerning the possible
exi stence of an activity constituting a violation of law, rules or
regul ati ons, or m smanagenent, gross waste of funds, abuse of
authority or a substantial and specific danger to the public health
and safety.

The A G has to date conducted only a reactive investigative
programchiefly relying on unsolicited enpl oyee conplaints as the
source of investigative leads. This reactive programhas resulted in
only a handful of investigations per year. This strategy was
fol |l oned because the A G believed that an independent regul atory
agency such as CFTC without grant noney or substantial contracts to
award was not likely to generate a substantial investigative
wor kl oad.

To insure that enpl oyee conplaints could easily reach the QG a
24 hour hotline was established in February 1993 to receive
conplaints. The hotline's existence is publicized on the back cover
of the agency-w de tel ephone book and in this sem annual report.

Because of the reactive nature of the QG s investigative
program no investigative agenda has been establ i shed.

LEQ SLATI VE AND REGULATCRY REVI EW

Because of the inportance of this activity in an economc
regul atory agency, the Q Greviews proposed and final CFTC
regul ations and | egi sl ati on and sel ect ed exchange rul es using five
basic criteria: Wether the agency: (1) has identified specifically
the problen(s) to be addressed by the proposal; (2) has defined
t hrough case study or data analysis a clear |ink betwen the proposed
solution and the identified problen(s); (3) has specified clearly the
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nmeans to effectively and efficiently enforce the proposal; (4) has
assessed the likely efficiency and effectiveness of alternative
solutions; (5) can reasonably docunent that the proposal wll yield
positive net benefits over the long term and (6) has net the
requirenents of the Regulatory Flexibility Act and the Paperwork
Reducti on Act.

The Regulatory Flexibility Act requires the agency to eval uate
the inpact of its regulations on small entities. The Paperwork
Reduction Act requires the agency to nanage effectively and
efficiently its information collections so that they are the | east
bur densone necessary to achi eve the stipul ated objecti ves.

Because the QG does not initiate legislation or, generally,
regul ations, the QG legislative and regulatory review programi s
reactive to the legislative and regul atory proposal s devel oped by
others. Accordingly, no independent |egislative and regul atory
revi ew agenda has been est abl i shed.

AD T ACENDA

ANNUAL ALD TS
The following audit is perforned on an annual basis.
Audit of Conpliance wth the Federal Managers' Fi nancial Integrity Act

I n support of OMB Grcular A 123 (Revised), the |nspector
General will evaluate, provide technical assistance, and advise the
agency head as to whether the agency's review and eval uati on process
was conducted in accordance with the circular's requirenents.

OHR ALD TS

The A Gintends to focus the balance of its audit resources on
insuring that the Chairperson, the Comm ssioners, and program
managers have tinely, useful information on the progress of CFTC s
prograns in nmeeting their goals and objectives. For exanple,
enphasis will be placed on determning whether all nanagerial |evels
engaged in a process can track the progress of their various
prograns. The tracking systens required in nmany, though not all,
progranms will cross formal organizational |ines.

These audits will entail a catal oging and description of all of
t he manual and aut omated systens used by an organi zation to gather
information on its use of resources, the results of the devotion of
t hose resources (including definitions of neasurenents of
acconpl i shnent), and the reporting of results and associ ated costs to

21



t he upper |evel managers in the Dvision and to the Chairnman and the
Comm ssi oners. Catal oging of these decision support systens will be
foll owed by an assessnment of whether all concerned officials are
tinely receiving the information they require to efficiently allocate
resources to those uses which best acconplish the priorities of the
Comm ssion. |If any elenments are lacking in the infornation systens,
they will be identified and i nprovenents will be recomrended if they
can be inplenented in a cost/beneficial manner.

I f recomrendati ons are successfully inplenented, the proposed
systens should allow the Chai rman, the Comm ssioners, and concer ned
program nmanagers to track progress of a particul ar program across
organi zational lines and to quickly determne the effects, if any, of
changes in policy, procedure, or staffing.

The first step in acconplishing this goal will be to concentrate
on docunenting, and recommendi ng the inprovenent and/or devel oprent
of tracking systens in every program el enent throughout the
Comm ssi on.

RESOLRCES REQU RED

The A G estimates that approximately one and one-hal f staff
years of effort will be devoted over each of the next five years to
the audits described in "Qher Audits" above. The "Annual Audits"
are expected to consune approximately one-half staff year per year.

QONTACTI NG GFH CGE G- THE | NSPECTCR (ENERAL

The A Gis |located in Room 4092 at 1155 21st Street N W,
Washi ngton, D.C 20581. The tel ephone nunber is (202)418-5110. The
facsimle nunber is (202)418-5522. The hotline nunber is (202)418-
5510. Regul ar busi ness hours are between 8:30 AM and 5:00 PM Monday
t hrough Friday, except Federal holidays.
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Table 1

Reports Issued wth Questioned Costs
(Qctober 1, 1997 - March 31, 1998)

For whi ch no nmanagenent deci sion
has been nade by the comrencenent

of the reporting period.............

Wi ch were issued during the

reporting period....................

Subtotals (A+B)...................

For whi ch a managenent deci sion
was made during the reporting

period....... .. ... ...

(i) dollar value of

disallowed costs...............

(ii) dollar value of

costs not disallowed...........

For whi ch no managenent deci sion
has been nmade by the end of the

reporting period....................
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Dol | ar Val ue

Nunber ( Thousands)
Questioned Unsupported
Cost s Cost s
0 0 0
0 0 0
0 0 0
0 0 0
0 0
0 0
0 0 0




Tabl e 2

Reports |Issued w th Recommendati ons
That Funds be Put to Better Use
(Qctober 1, 1997 - March 31, 1998)

Dol | ar Val ue
Nunber ( Thousands)
A For which no nmanagenent deci sion
has been nmade by the comrencenent

of the reporting period............... 0 0
B. Wiich were issued during the

reporting period...................... 0 0

Subtotals (A+B)..................... 0 0

C. For which a nmanagenent deci sion
was made during the reporting
period......... ... 0 0

(i) dollar value of
recomrendat i ons t hat
were agreed to by
managenment. . ............. ... ... ... 0 0

(ii) dollar val ue of
recomrendat i ons t hat
were not agreed to by
managenment. . ............. ... ... ... 0 0

D. For which no rmanagenent deci sion

has been nmade by the end of the
reporting period...................... 0 0
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Cct ober 30, 1997

TO Br ooksl ey Born
Chai r per son

FROM A Roy Lavi k
| nspect or CGener al

SUBJECT: Sem annual Report of the Ofice of the |Inspector
CGener al

Attached is the Sem annual Report of the Ofice of the |Inspector
General for the period fromApril 1, 1997 through Septenber 30, 1997.
This report is submtted to you in accordance with the requirenents
of Section 5 of the Inspector General Act of 1978, as anended.

| appreciate your continuing support of this office.

At t achment



